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APPENDIX. 



WAGNER ON THE PRESENT STATE OF POLITICAL 
ECONOMY. 

[In a recent number of the Jahrbiicher fur National- Oekonomie 
und Statistik,* Professor Adolph Wagner reviews Cohn's System der 
Nalional-Oekonomie, of which the first volume appeared in 1885, and 
takes occasion to discuss at length the present state of political econ- 
omy in Germany. This discussion, coming from one of the most 
eminent of living economists, is worthy of wide attention. For the 
benefit of those to whom the original article is not accessible, we 
reproduce such parts of it as treat of the general problems of political 
economy. Of some parts we give an abstract, others are translated 
in full. 

Wagner begins with a brief reference to the controversy which 
arose among German economists in 1882 on the appearance of 
Schonberg's Handbuch der Politischen Oekonomie. At that time, 
Schmoller, the leader of the more extreme historical school, had 
expressed his doubt whether the time had come for a new systematic 
work on political economy. He believed that the researches of Ger- 
man economists were bringing about a complete revolution in the 
subject, and that, until this revolution had run its course, no treatise 
of permanent value could be produced. Economic science would 
eventually resolve itself into the history of economic events, — indeed, 
into the history of human society in all its aspects ; and the prin- 
ciples of political economy would be no more than an account of 
the general lines of progress which we observe in economic and social 
history. In opposition to these views, Wagner had maintained that 
economic history and economic theory were not to be identified. 
Side by side with historical investigation, and not to be dispensed 
with by such investigation, must come speculative deduction, — the 
analysis of the desires and motives that underlie industrial activity. 
And, as to a systematic exposition of economic science, such as was 
given in Schonberg's collection of treatises, something of the kind 
was essential. A general view of the subject was the more indis- 
pensable as the field of economic science became larger, and special 
works and monographs became more numerous and more detailed. 

*Heft 3 of vol. xlvi. (vol. xii. of Neue Folge), issued March, 1886. 
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The controversy on these fundamental questions, begun by Wagner 
and Schmoller, has not ceased. Some of the historical economists, 
in their reaction against the attitude of certain English writers, 
especially those of the so-called Manchester School, have gone so far 
as to consider historical investigation the only "scientific" method 
in political economy, and to look with a certain contempt on those 
whom they call dogmatists and theorizers. Roscher and Knies, the 
leaders of the original historical school, never went so far ; but 
Schmoller and the younger historical economists have adopted this 
tone. Against them, in the last two or three years, a second reaction 
has set in, — a reaction against the exaggerations of the historians 
and in favor, once more, of a theoretic and deductive treatment. 
This second movement has its chief strength in Austria. Among 
others, Menger of Vienna (Unlersuchungen Uber die Melhode der 
Sozialwissenschaften und der National-Oekonomie insbesondere, Leipsic, 
1883), Sax of Prague (Wesen und Aufgabe der National-Oekonomie, 
Vienna, 1884), Boehm-Bawerk of Innspruck (Kapital und Kapitalzins, 
Innspruck, 1884), have protested against the narrowness of the his- 
torical method. They have insisted on the need of abstract and 
deductive reasoning for the solution of economic questions. Menger 
is the most active and prominent of the Austrian writers, and has 
entered into a somewhat heated controversy with Schmoller. Indeed, 
Menger seems to go as far in his protest against the exclusive use of 
historical investigation as Schmoller does in his contempt of theory 
and deduction. Each writer considers his own method of investiga- 
tion to be the only " exact " and " scientific " one, and looks down on 
the other's work as unproductive of valuable results. 

It may be noted that, since Wagner's article was written, another 
sign of the reaction against the historical school has appeared, in the 
inaugural dissertation of the newly appointed professor of political 
economy at the University of Freiburg, E. v. Phillipovich (Ueber 
Aufgabe und Metliode der Politischen Oekonomie, Freiburg, 1886). 
This scholar declares himself in favor of the strict deductive method. 
His address is reviewed by one of the historical economists in the 
Jahrbuchfur Gesetzgebung, Jahrgang 10, Heft 3, p. 346. 

As between the two schools, Wagner takes a middle position, 
though he confesses that be leans more to Menger's views than to 
Schmoller's. But, first of all, he utters a word of warning against the 
division of economists into opposing schools. He says : — ] 

Nothing is, in my opinion, more harmful for the true ad- 
vance of a branch of knowledge than that a given tendency 
in it, which happens to fit the abilities, the turn of mind, the 
training of individual scholars, which may indeed be fruitful 
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and necessary, is carried so far as to demand for itself an ex- 
clusive control, and to pretend that in it is the only true sci- 
ence. Then conies the development of divided " schools," and 
the pursuit of the subject solely on the plan of one or the 
other "school" (die Verschulung des loaches). The result is 
that a valuable line of thought, first entered on by great 
leaders, continues to be followed mechanically by a set of 
commonplace imitators, — men, it may be, of high technical 
training, and the more arrogant for that. The history of the 
fine arts has often shown a similar development. Cliquish con- 
ceit and exclusiveness, contempt of the work of men of other 
views, are, unfortunately, a part of this state of things. . . . 
Ought it to be so hard, and, above all, for men of science, to 
admit that there may be not only different degrees of ability, 
but different kinds of ability, and, therefore, differences of 
inclination, of tendency, of use of method? And, moreover, 
to grasp the immense advantage of such differences in a 
many-sided cultivation of the field of knowledge? The truth 
is that there are minds that tend to deductive reasoning, to sys- 
tematic exposition, to generalizing and dogmatizing ; there are 
other minds of a more " historical " bent, that turn to induc- 
tion, to historical and statistical investigation. The latter lean 
to special study, even to microscopic study : the former lean 
to systematic arrangement. Each tendency has its strength 
and weakness, its merits and defects. 

[Wagner's own views as to the method of political economy are de- 
veloped in another part of the article, which will presently be given in 
full. But he indicates them with sufficient clearness, when he quotes 
with approval a passage from Cohn's book, in which that writer de- 
clares it to be illusory to expect an explanation of economic phenom- 
ena either from the mere collection of historical and statistical data 
or from deductive reasoning alone. Wagner is inclined to lay more 
stress on the value of deduction than Cohn does, yet admits that 
his own bent of mind may give him some bias on this subject. 
The great limitation ' in the use of deductive reasoning is, he be- 
lieves, that the conclusions reached by it are only true hypotbetically. 
They are no more than approximate truths, or tendencies. How far 
the tendencies are carried out in actual fact must be a-certained 
through history, statistics, and induction in all its forms. 

Of Cohn's book, Wagner speaks in terms of high praise. He wel- 
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comes it more especially because of its comparative brevity and its 
graceful style, which will serve to spread its views more widely than 
would be the case with a book written chiefly for scholars. It will 
aid in disseminating among newspaper writers, among men in public 
life, and in the upper ranks of the educated, the principles of politi- 
cal economy in the distinctive form in which they have been cast by 
German thinkers. Wagner reckons it of high importance that the 
changes which the Germans have made should in this manner be fil- 
tered to the public at large. Of those changes, the most notable is 
in the general conception of the subject. The doctrine of laissez /aire, 
which pervaded the older political economy, has been flung aside. 
More attention has been given to the organization of industry and to 
the social and legal institutions which underlie it. The subject has 
been handled in its wider relations. Not that Wagner would make 
the scope of political economy coincide with the broad field of soci- 
ology or social science. He believes that economic phenomena, 
though they are among the social phenomena, are yet not identical 
with them. But economic phenomena are to be considered in their 
relations to society in all its aspects. Closely connected with this 
view is the insistence on the ethical side of political economy. Politi- 
cal economy is not only to analyze and describe what is : it is also 
to point out what should be. 

Schmoller has also published a review of Cohn's treatise, in the 
last issue of the Jahrbuch fur Gesetzgebung. His review is brief, but, 
like that of Wagner, is in terms of high praise. He finds in Cohn 
the distinctly ethical point of view, and finds, moreover, that Cohn's 
attitude is essentially historical. To his mind, it is in the greatest 
conceivable contrast with the attitude of Menger's school. In regard 
to the exposition of specific economic doctrines, Schmoller contents 
himself with these scant remarks : " Cohn carries out no part of that 
further development and transformation which, in our own opinion, 
still await political economy. Such corrections as he suggests to the 
older doctrines are, for the most part, common property of many of 
his fellow-workers." 

To the consideration of the present state of economic science, of its 
fundamental propositions, of the problems which it has to solve, and 
of the extent to which it is an ethical science, Wagner devotes a sep- 
arate division of his article. This may be taken as a manifesto of 
his views ; and we reproduce it in full, as follows : — ] 

In my own conception of the subject, I have arrived at the 
following results ; and I venture to state certain problems for 
political economy. In discussing these, I shall also touch on 
the application of the various methods. 
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Our industrial action — that is, our action in so far as it 
is directed to the acquisition and use of wealth, or of means 
for satisfying desires — is determined hy a variety of motives. 
These motives appear in different combinations. Sometimes, 
they operate together in the same direction : sometimes, one 
works against the other. The character and aim of our indus- 
trial action are formed in accordance with them. They are 
different in individual cases. The universal element, common 
to all humanity, is merely the fact that these motives are 
able to determine our action, and do determine it ; and, again, 
that different combinations of motives and different degrees 
of strength in them can and do occur. The element that 
varies in the history of a given population, varies with differ- 
ent individuals, and varies in the same individual under differ- 
ent circumstances, is that the combinations of motives change, 
that the individual motives change in relative strength ; and, 
therefore, our industrial action varies. It follows that there 
is a possibility, and there may be a desirability or necessity, 
of bringing some influence to bear on these combinations of 
motives and on their relative strength. Such an influence 
may come from within or from without, it may be exerted 
on individuals or on an entire population. Hence, we may 
speak of the education of an individual or of a people toward 
a given aim which we think right. 

The aim which lies before an individual or a people is deter- 
mined by the moral law, which finds its support in positive 
law, and also by the interest of the species, which is expressed 
in the precepts of morality and of law. We find certain legal 
and moral rules as to what should be the relative strength of 
various motives, as to the strengthening of one, the weaken- 
ing of another, as to their combination in different ways. 
The progress of society depends on whether those motives 
which accord with the law of morality (itself subject to his- 
torical development) and with the interest of the species 
are made to appear in the proper combinations and with the 
proper degrees of strength. The great point is that the mo- 
tives of individual advantage should be combined with altru- 
istic motives, or replaced by them. The last and highest ideal 
for an individual and for a people — an ideal not to be reached 
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by man, yet to be striven for — is first to develop the finer 
egoistic motives in place of the coarser, and in the end to 
substitute entirely the non-egoistic motives for the egoistic. 
"What an individual or a people has achieved in this respect 
is the measure of its moral worth and of its true advance in 
civilization. 

The different motives can be reduced, I believe, to five, — 
four egoistic and one not egoistic. Each presents itself in two 
aspects. The four egoistic motives are : (1) one's own indus- 
trial advantage and the fear of want for one's self; (2) the 
fear of punishment and the hope of approval, perhaps of 
reward ; (3) the sense of honor and the fear of disgrace ; (4) 
the impulse to activity and to the exercise of power, and the 
fear of the results of inactivity. The non-egoistic motive is 
the sense of duty and the fear of conscience. 

The first motive, the wish for gain and the fear of want, 
lies at the foundation of the theory of self-interest, of selfish- 
ness. It is the basis of the deductive reasoning of the abstract 
theory, especially of the more extreme tendency of economic 
individualism. Hypothetically, its use is always proper; and, 
for the isolation of causes, it has proved the best of methodo- 
logical tools. In tracing the causes of the actual phenomena 
of industry, its use, at least to a certain point, is always 
proper. For we have here an element common to all men. 
We have an element founded on a law which is in truth a 
" natural " and ultimate law. It is based on the physical nat- 
ure of man, on his mental nature (which depends primarily 
on his physical nature), and on his relations to the external 
world. As it affects the individual, so, also, it represents the 
interest of the species, since the species exists and is con- 
tinued only through the individual. The objections of his- 
torical economists are obscure, and are carried too far, when, 
instead of admitting the hypothetic value of deduction from 
selfishness, they deny that it has any value whatever. They 
make a mistake which is the reverse of the mistake of the 
advocates of pure deduction ; and their mistake is the greater. 
In considering the modifications of industrial self-interest in 
different individuals, different peoples, at different times, its 
various combinations with other motives, they forget that 
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there is, after all, a universal element of humanity in this 
selfishness. The purely deductive economists commit the less 
mistake of neglecting the modifications of self-interest, and its 
varying combinations with other motives, — the less mistake, 
yet still a great and calamitous mistake. 

I do not reckon it a part of the mistake of the deductive 
reasoners that they overlook the fact that self-interest, when 
spoken of as the motive of industrial action, often does not 
mean one's individual interest alone, but includes the interest 
of others; to be sure, of others in whose welfare the person 
who acts takes an interest. Consider the family, the acquisi- 
tion of property for transmission to descendants. Here the 
egoistic action becomes altruistic. Yet, while there is a wid- 
ening of the selfish motive, it remains egoistic. Of greater 
importance is the modification, the differentiation, the combi- 
nation of this motive with other motives, in individuals and 
in the history of society. When vs r e consider the character of 
man's desires and of their satisfaction, his industrial activity, 
the weight of these influences in human nature, we may be 
tempted to speak once for all of the " economic nature " of 
man, and to draw conclusions from it. Yet it is a mistake to 
think that this economic nature remains always the same in 
individuals or in a people. It is a mistake to think it is the 
whole of man's nature. And, lastly, it is a mistake not to see 
that, even in his economic life, man may at all times be influ- 
enced by various motives, in different combinations, and in 
varying degrees of strength; that even his industrial action 
can be influenced, often is influenced, and certainly often 
should be influenced, by other motives than that of mere per- 
sonal advantage. 

My second class of egoistic motives included the fear of 
punishment (more generally, fear of disadvantages of a non- 
economic kind) and hope of a reward of a non-economic kind. 
These motives are to be counted among the psychologic ele- 
ments, when personal freedom does not exist, and labor is 
done under compulsion. They help to explain economic phe- 
nomena under such conditions. They are notably to be con- 
sidered in the explanation of some important events in 
economic history, such as the process by which slave labor 
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ceases to be profitable. They lead us to modify many conclu- 
sions which have been deduced without sufficient qualifica- 
tion from the motive of individual industrial advantage. For 
practical questions, their considerations may be important as 
a corrective to the exaggerated stress often laid on the benefi- 
cent working of the principle of self-interest. It is true 
that the principle of self-interest is generally beneficent ; but 
the truth has often been unduly emphasized. Instances may 
be found in the discussions on abolishing slavery and serf- 
dom, on compelling men to work or to make savings from 
their incomes. When the negro was treated as if he were 
influenced by the same economic motives as the European, his 
emancipation could not but lead to many disappointments. 

In the third class of egoistic motives, the sense of honor 
and the fear of disgrace, we have to consider higher and 
nobler elements, but still selfish elements. Yet there is a 
pleasure in seeing them at work in place of the coarser motive 
of individual gain, or at least side by side with it. The guild 
system at its prime gives an example. Such motives must be 
taken into account in economic legislation. That they can 
and do have an effect is not to be denied. One of the mis- 
takes of the older theory of selfishness was to disregard them, 
— a mistake of much practical importance, since it led to the 
notion that in analyzing "purely economic" phenomena it was 
absurd to pay attention to actions based on other motives 
than that of individual advantage. An economist has said 
that " over-conscientiousness is a disadvantage in business, — 
and deservedly so ! " That comes very near the remark (thank 
Heaven, much exaggerated) of the stock jobber, " One can't 
make a fortune nowadays without brushing close to the pen- 
itentiary ! " — When we consider how easily a sense of honor 
degenerates into mere ambition, it becomes obvious that these 
motives after all are at bottom egoistic ; whence again we 
conclude that they, like the motive of individual advantage, 
may lead to actions opposed to the general interest of society. 

There is still a fourth class of motives, distinct from the 
preceding, — motives which, as we all know, often play their 
part, and which belong to the egoistic group, since they are 
based on the interests and wishes of the individual who acts. 
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Typical among them is the impulse to activity, to which 
Schmoller has called attention ; often, though not invariably, 
combined with the wish to exercise power. In their other 
aspect, we see them as the fear of losing power, perhaps the 
fear of physical ills, such as loss of health, perhaps the mere 
dread of ennui. No economic interest is necessarily involved. 
Ambition need not enter, although ambition is very likely to 
play its part in connection with these motives. On the con- 
trary, motives of public spirit are often combined with them. 
But, at bottom, as a psychological phenomenon, they are based 
on nothing more than the mere impulse and desire to " do 
something." Sometimes, in the restless activity of men who 
carry on industry on a great scale, the wish to accumulate 
property is the immediate aim, — but not for the sake of mate- 
rial advantage, but for the sake of the power which a fortune 
gives. There is something more than a merely industrial 
motive. Many events of recent years, great financial opera- 
tions, such as the Pereire Credit Mobilier, which was a struggle 
of the Portuguese Jews, represented by Pereire, against the 
German Jews, led by Rothschild ; or, again, the struggles of 
American financiers, — these are based, psychologically, not on 
the mere desire to acquire wealth, but on the wish to exercise 
power. 

Lastly, in this complex of motives, and in the struggle for 
self and for those whom we make part of ourselves, we 
find the non-egoistic motive, the sense of duty, and, when 
we fail to do our duty, the reproach of conscience. We may 
be thankful that it can appear, and does appear, in industrial 
actions, repressing and modifying other motives. Because of 
it, competition is not pressed to the utmost, prices do not 
reach the highest or lowest limits which the pursuit of individ- 
ual advantage would fix, and would fix without encountering 
an effective check in the mere sense of honor and propriety. 
Under this head, we are to class not only all charitable action, 
but the cases where an industrial or social superior purposely 
refrains from making his own interest the exclusive ground of 
his economic conduct. 

Action in obedience to altruistic motives, such as individ- 
uals occasionally undertake of their own free will, should 
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often be commanded by the general precepts of the moral 
law. All experience teaches that action of this kind is most 
effectively secured if it be also enjoined by religion. It is 
further promoted if it be embodied in the code of custom. 
As the duty of such action becomes generally recognized, the 
way is paved to its gradual incorporation into the legal system 
and its more or less thorough enforcement by law. The great 
historical example is to be found in the usury laws. But 
all laws that limit freedom of contract, in order to protect 
the industrially weak against the industrially strong, which 
try to increase the gains of the poor in the struggle of 
competition, fall under this head, and so legislation for pro- 
tecting workmen, for workmen's insurance. Here the task of 
the individual is a voluntary moral one ; the task of society 
is to secure obedience to the moral law in industrial life. The 
means of others than those directly interested — the public 
means in the shape of taxes — are used for the benefit of par- 
ticular classes; the public treasury gives contributions for 
schools, for workmen's insurance ; thereby the conscience of 
society is shown to have been moved to active exertion. 
Here we must set up an ideal of a just distribution of incomes, 
an ideal doubtless unattainable, yet always to be striven for, 
by which distribution on the lines of the egoistic motives is 
to be changed and amended. That is a demand opposed to 
the doctrine of free competition. But, on the other hand, 
we must also set up, in accordance with the sense of duty, 
the ideal that each individual should do his best to increase, 
to improve, and to cheapen production. To secure such 
conduct by individuals, we must have the co-operation of 
egoistic motives, which are to be modified and restrained by 
the motives of conscience, but not to be wiped out. Their 
stimulus is needed not only with men as we know them in 
history : it is necessary under every possible conception we 
can form of the physical man, in any organization of society. 
The latter demand is opposed to the doctrines of the extreme 
socialists, the former to the extreme individualism of free 
competition. 

Now theory, in so far as it operates with psychological 
motives, makes deductions from them, and tries to explain phe- 
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nomena that are based on man's economic activity, must begin 
by considering the possible influence of all these motives. 
Hypothetically, we may disregard the operation of some of 
them. We may assume, for instance, that the first motive, 
that of securing individual advantage, is alone at work. But 
theory can never begin by assuming as certain that this is fact, 
and that the one motive suffices to explain the phenomena. That 
must be tested by observation and experience. And, when 
the theoretical question is, What should be? we must always 
investigate, and must never assume, that the state of things 
at which we aim will take place through the mere operation of 
self-interest. If it does not so take place, we must search 
whether the other egoistic motives can serve or ought to 
serve to bring about the desired result ; and, finally, in case of 
need, we must appeal to the motives that spring from the 
sense of duty. 

To bring these various motives into operation, to pave the 
way for right customs in industry, and for sound economic 
legislation, — for this, the proper practical measures must be 
sought. In preparing them, recourse must be had to experi- 
ence. The first preparation of all will be to enlighten and 
educate public opinion in such manner that the conscience of 
each individual is aroused, and thereby the public conscience. 
The necessary laws and compulsory measures, such as factory 
legislation, workmen's insurance, reforms in taxation, will then 
be understood, supported, demanded. Industrial reform must 
not of necessity wait until public opinion has advanced to 
this point: the delay would often be too great. But the 
ease and the more certain success of reforms depend on the 
advance of public opinion. Industrial organization (wirth- 
schqf Cliche Organisationen) will stimulate or compel the indi- 
vidual to repress the motives of self-interest, and to let the 
motives of honor and duty prevail. Thus the recasting of the 
branches of production into some form of joint corporate 
action is commendable, as a substitute for the atomistic ten- 
dencies of our time; for, in such a form, the selfish motives 
are not so likely to overpower other motives. Excessive free- 
dom of competition leads almost of necessity to the exclusive 
control of the motives of individual advantage. We must, of 
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course, always inquire whether in fact the advantages of cor- 
porate organization are secured, and whether its disadvan- 
tages, such as the check of productive powers and of advance 
in the arts, and that cliquishness which is inherent in the 
corporate system, do not outweigh the advantages. 

The deductive method can be safely used in political econ- 
omy only on the basis of such a comprehensive analysis of the 
psychologic motives of industrial action. And induction must 
always be brought to aid in making more accurate the approx- 
imate conclusions which have been reached by deduction, and 
which, as a rule, can be reached by deduction alone. Deduc- 
tion serves to verify, to confirm, to test. I should be inclined 
to say that the inductive process serves as a corrective and 
supplement for the deductive. 

These, then, are the two methods : on the one hand, deduc- 
tion from psychological motives, — first and foremost, deduc- 
tion from the motive of individual advantage, then from the 
other motives; on the other hand, induction from history, 
from statistics, and from the less exact and less certain, yet 
indispensable, process of common observation and experience. 
With both methods we are to approach the various prob- 
lems of political economy, and to solve them so far as we 
can. Which method is most to be used depends on the 
nature of the particular problems ; but it depends also on the 
turn of mind, very likely on the accident of training and 
education, in the individual investigator. 

The five following problems for political economy may be 
distinguished. I can indicate them but briefly; and, for 
greater brevity and clearness, I put them in the form of 
questions : — 

I. Which are the economic phenomena ? In what way do 
they arise, develop, change ? "What is the typical element in 
them, the general phenomenon as distinct from the individual? 

II How are these phenomena and the general element in 
them, both in their development and in their present state, to be 
explained as resting on causes and conditions? 

We are to set forth and to explain the phenomena : first, 
to enumerate and describe them ; then to discover the causes 
that determine them and the conditions on which they rest. 
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The description and enumeration take place with the aid 
of history, of statistics, perhaps of common observation. Yet, 
even here, recourse must be had to deduction from the psy- 
chologic motives, deduction giving hypotheses to supply the 
many links that are missing in the inductive chain. 

At this point, however, I must insist, with Menger, that the 
true duty of our science is to discover, through history and 
statistics combined with deduction, not the mere concrete 
individual facts, but the typical and general facts. Herein 
lies, for example, the distinction between economic history 
and economic theory. In the latter, we have to do, above 
all, with comparative history and comparative statistics. The 
distinction justifies and perhaps necessitates in practice the 
division of labor between the historian, who searches for 
the actual facts, and the theorist, who strives to ascertain 
the general element in the phenomena. 

The explanation of causes takes place primarily by deduc- 
tion. Then we compare the phenomena which we deduce 
as likely with those which in fact appear. Deduction is 
again combined with induction. Comparative statistics are 
of special importance in checking our deduced results, their 
value of course depending on the degree of perfection which 
has been reached by the statistical method. 

III. How are we to measure the social merit of the economic 
phenomena ? In order to measure it, we must have a standard 
of the right production and distribution of wealth. What is 
the standard? 

IV. What aim should we set for the development of pro- 
duction and distribution f Here the question is, What ought 
to be? 

A standard is necessary, and is attainable. We can learn 
from observation what is the actual production, and may 
compare it with the possible production in the existing state 
of the arts. We may compare the actual distribution of prod- 
ucts with that distribution which, given the existing popula- 
tion and the existing state of the arts, is the ideal to be at- 
tained. The standard necessarily differs in different places 
and at different times. It changes as economic conditions 
change, varying especially with the changes in density of pop- 
ulation and in the state of the arts. 



126 QUARTERLY JOURNAL OF ECONOMICS 

The aim in regard to production is such quantity and 
quality of products as will suffice to satisfy the proper mate- 
rial, intellectual, and moral needs of the people. Those needs 
are no more to be exceeded than to be fallen short of. Ex- 
cess in either direction is against the advance of civilization, 
although we are generally inclined to think that only an insuf- 
ficient production is harmful. At the same time, production 
should take place with the minimum cost and sacrifice, which 
depends on the state of the arts, and mainly on our com- 
mand of the forces of nature. Comparing such an ideal pro- 
duction with the actual production, we are able to pronounce 
judgment on the latter. 

The aim in regard to distribution can only be stated for 
a given state of the arts and a given density of population. 
The true and permanent interest of the species, of the people 
as a whole, must always be the test for deciding the man- 
ner and extent to which the desires of classes and individuals 
are to be satisfied. The ideal to be aimed at is such a distri- 
bution as enables the mass of the people to satisfy their mate- 
rial desires in a way to insure their physical and mental devel- 
opment and their participation in the fruits of civilization. 
How far this ideal can, in fact, be attained depends partly 
on the total of the people's income, not only on the share 
which goes to the higher classes in the shape of return on 
investments, of entrepreneur's profits, of high salaries, — a share 
which must necessarily go to them for the maintenance of 
production as well as for the advance of civilization. But it 
depends also on an element which socialism has not duly con- 
sidered; namely, the ratio of the increase of population to 
the increase of production. Comparing this ideal distribu- 
tion with that which exists, we may in turn pronounce judg- 
ment on the question of distribution. 

As to method, we have again to combine deductive reason- 
ing with induction from history, statistics, and common ex- 
perience. 

V. What are the ways and means of attaining (perhaps 
only of approaching) the ideal aim in production and dis- 
tribution f What should be done in following out our aim? 

First come those means which look to psychological influ- 
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ence on the will of the individual, in order that it may deter- 
mine economic action in the manner best for the common 
interest in production and distribution. Here above all the 
deductive method is to be widely used, in establishing our 
conclusions and in testing them by the experience of daily life. 
Next, the spread of sound moral ideas, of right customs and 
habits in industrial life, is an efficient means. Thereby the 
motives of honor, of duty, of impulse to activity, are aided 
in getting the better of the motive of individual advantage. 
Here we have again a wide field for psychologic analysis, 
for deduction, for testing conclusions by the experience of 
life. Last among the proper means comes economic organi- 
zation, supported by commands and prohibitions of law. 
Such means are often indispensable. Sometimes they alone 
are available, where the desired results are resisted by the 
absence of proper motives in the individuals, by the moral 
defects of a people, by vicious industrial customs. " Organi- 
zation " must consist chiefly in the combination of public 
industry, of State or municipal industry [gemeinwirthschaft- 
liches System'], with private industry. It may consist in the 
complete substitution of the former for the latter. It may 
also consist in the recasting of the different branches of pri- 
vate production. In the matter of legislation, freedom of 
competition may be restricted or regulated both by civil and 
administrative law. The law of property, of contracts, of 
inheritance, of eminent domain, may be modified. 

The proper course of action in any specific case can only be 
determined on the basis of a careful analysis of facts as they 
are, and, so far as possible, in the light of comparison with the 
industrial laws and habits of other peoples and other times. 
In ascertaining the facts as they are, historical and statistical 
methods have a field of wide application. Official collection 
of statistics and official investigation are often most efficient 
methods. They aid, in turn, in the choice of new .forms of 
organization and legislation. But the deductive method, with 
its hypothetical assumptions and conclusions, is also indispen- 
sable. So, for example, in order to judge whether, given 
certain customs and moral rules, and given a certain strength 
and combination of economic motives, we can expect to reach 
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the intended result. Since the chief means of reaching a 
given end must always be to cause the will of individual men 
to be influenced by the proper motives, we must often con- 
tent ourselves with the slow but in the long run more effec- 
tive process of educating society and its individual members. 
Above all, we are to encourage the education and training of 
self, the substitution of new motives for the old, and thereby 
are to strive for and expect other customs and moral rules in 
industry. 

These five problems, — to ascertain and describe economic 
phenomena ; to explain their causes ; to judge of their social 
merit ; to set up an aim for economic progress ; to point out 
the way for reaching this aim, — these, then, are the single 
parts of the great general problem of political economy. In 
a systematic exposition of the subject, a solution of all of 
them must be attempted. The form of the exposition is 
necessarily affected by this classification, yet not in such 
way that each of the five parts must have separate treatment. 
The first four are too closely connected to permit a separation. 
The second, again, is too directly involved in the first, and 
the fourth in the third. Only the fifth, where we have to 
deal with the practical questions of an art, can be clearly dis- 
tinguished from the rest. I should be in favor of retaining 
the first four for the general or theoretic part of a system of 
" social economy." The fifth would belong to the special or 
practical part, which, again, might have two divisions, — one 
on economic administration, describing existing laws and meth- 
ods, and a second on economic policy, discussing the proper 
measures for the future. In the theoretic part, the first and 
second problems would be handled rather descriptively ; while 
the third and fourth Avould give occasion for considering ques- 
tions of principle. To this latter, I would give the rank of 
a discussion of fundamental principles (Grundlegung), and 
would place it at the beginning of the treatise, combining 
with it the psychologic analysis of instincts and motives, some 
consideration of fundamental concepts, the question of method, 
and a history of the literature of the subject. 

Everywhere, we must combine deduction from psychologic 
motives and from the given industrial conditions with indue- 
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tion and description from history and statistics. As has been 
indicated, different methods will be used more or less in 
handling the different problems. Something must depend 
on the individuality of the writer ; one or the other method 
will be used in greater degree by different men. That in 
itself gives no occasion for praise or blame. The essential 
questions are whether the proper method has been used for 
the specific problem, and whether the results attained are of 
value. The results of course vary in the different parts. 
They may be facts, explanations of causes, praise or con- 
demnation, the ascertainment of economic aims or the point- 
ing out of practical measures. 

[In conclusion, Wagner expresses himself more specifically on cer- 
tain important economic doctrines. He says : — ] 

When Schmoller, in his review of Schonberg's Hand-book, 
to which allusion has already been made, expressed his 
scepticism in the matter of general treatises, he prophesied 
that before long we should have quite outlived the old system 
of dogmas. I ventured then to express the belief that this 
complete rejection went too far. I pointed out that the first 
and great leader of the historical school, W. Roscher, had 
refrained — and no doubt for good reasons — from throwing 
overboard the old doctrines, and that any other course was 
the more questionable from the absence of substitutes. For, 
barring a few scant criticisms, there is nothing that can take 
their place. Nay, the historical economists themselves, time 
and again, make use of the old principles, as in the theories 
of value and of cost of production, which are nothing more 
than parts of what is called the "old dogmatism." I am 
glad to find that, in this conception of the subject, Cohn's 
book supports me. 

Among the more important — indeed, the most important — 
points in the " old dogmatism," we may reckon the following : 
First, the law of diminishing returns, what English economists 
call the law of production on land. Based on this, and also 
on the increase of population and of demand for products, we 
have next the law of rent, to which the classic names oi 
Ricardo and Von Thttnen are attached. Then Malthus's 
principle of population ; then the doctrine that production 
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is limited by capital; and, lastly, the so-called wages-fund 
theory, — in part a deduction from the doctrine that pro- 
duction is limited "by capital. The older statements of the 
wages-fund theory are no doubt to be modified and more care- 
fully worked out ; but it cannot be declared entirely wrong. 
The sweeping attacks which have been made on it by Eng- 
lishmen like Thornton, even by Mill himself, by Germans like 
Brentano, by Americans like George, fail to go to the root of 
the matter. All these old doctrines are maintained by Cohn, 
as they have been by Roscher, by Schaffle, by myself. He 
handles them as generalizations which (and this is the essen- 
tial point) are true in their kernel, — generalizations which 
we arrive at from inductive observation of facts and from 
their deductive explanation. He tries, often with great suc- 
cess, to analyze them more thoroughly, to state them more 
carefully, to point out their limitations in theory and practice, 
to show under what conditions the theory will apply, and 
how other conditions may enter and change the actual result. 
Cohn's exposition sometimes puts things in an unusual way ; 
but, at bottom, he gives the old doctrines. 

The way in which different causes may counteract each 
other has been not infrequently pointed out by economists. 
Cohn himself, in one of his earlier discussions, on the effect of 
American competition on agricultural prices and rents, gave 
an example of such treatment. He showed that this cause, 
which was working against the theoretic rise of prices and 
rents, had already been taken account of by economic science, 
and had been assigned its place in the theory. Hence it was 
no refutation of the theory, but only a part of it, an admitted 
counteracting force. There is no fact in this branch of the 
subject which does not fit completely into the enumeration 
which Mill gave of the forces that counteract the laws of 
diminishing returns. (Mill, Political Economy, Book I., chap, 
xii., §3.) 

Cohn does not maintain the wages-fund theory as far as I 
should still be inclined to do. Yet even here, in speaking of 
the dependence of wages on the wages-fund, he admits the 
essential point. He grants that, for any given time, the the- 
ory is relatively sound, and that, for the time being, the wages- 
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fund is of decisive importance in determining wages. The 
kernel of the wages-fund theory seems to me not refuted by 
Hermann's theory that wages are paid from the incomes of 
consumers. Indeed, the two theories are not inconsistent, but 
are to be combined. As production stands nowadays, the 
effective demand for labor, the employment of laborers, and 
the payment of wages to them, ordinarily come from the cap- 
ital of entrepreneurs. The demand of consumers for prod- 
ucts determines only the direction in which the labor and 
capital shall be employed. But it is true that capital does no 
more than to advance wages. The advance is recouped by 
the payments of the consumers, by the effective demand from 
them. As a general thing, it must be recouped, in order that 
capital may continue to employ labor and pay wages. In so 
far, the payment by consumers may be said in the end to give 
labor employment and to insure a given rate of wages. Bet- 
ter, it may be said to determine the conditions under which 
alone capital can permanently employ labor and grant it a 
certain rate of wages. But at any given point of time, this 
rate of wages can be secured only if the capital is sufficiently 
large in amount, and if it consists of (or can be readily con- 
verted into) commodities consumed by laborers. Mill's origi- 
nal doctrine in his great treatise, with a few modifications 
suggested by Hermann and the Germans, remains to this 
day a particularly successful exposition of this subject. 

I consider it an especial merit of Cohn's that he has again 
brought forward the principle of population in that connection 
with the problem of distribution which was given it by the 
older theory. I maintain it in the same way, and have so 
treated it in my lectures for a number of years, departing in 
one respect from the exposition given in my treatise. * Cohn 
lays the greatest stress on the importance of the movement of 
population, and especially of its increase, in distribution, and, 
above all, for the rate of wages. This is perfectly sound. It 
disposes of the three kinds of optimism by which the matter 
has been obscured : that of individualists of the Manchester 

* In my treatise, the detailed discussion of the law of population is lacking. 
Properly, it belongs in chap. ii. of Div. I., between §§ 93 and 94. I purpose 
inserting it at that place at some future time. But, at p. 145, I have laid down 
the general principle of population in what seems to me the sound form. 
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School, like Bastiat; that of Americans, like Carey, who draw 
wide generalizations from the conditions of thinly populated 
countries ; and that of the extreme socialists, like Marx and 
even Rodbertus. Cohn goes his way, undisturbed by the in- 
effective attacks on Malthus's untenable formula. Nor is he 
led astray by the references to the enormous increase, espe- 
cially in this century, of the powers of production, by which 
superficial optimists suppose that they can refute Malthus. 
He shows unanswerably that, notwithstanding the tremen- 
dous growth of productive capacity in the era of steam and 
notwithstanding the actual increase of production, the maxi- 
mum benefit for the laboring population, and especially for its 
lower layers, has not been secured, because of the impulse 
to a mere rapid growth of population. * * * 

The socialists on one side, and Carey on the other, are sim- 
ply blind in this matter. Only in very recent times has one 
of the German socialists, Kautzky, seen that even in a social- 
istic society (it would be more true to say, in such a society 
of all others) the question of population is the most danger- 
ous point, — perhaps the point at which it will get its death- 
blow. We have here to solve no questions of law or of organ- 
ization. There is not even, primarily, a psychologic element 
involved. The problem is simply one of arithmetic. If pop- 
ulation increases faster than product, the quotient for each 
individual must become smaller. If rent, interest, entrepre- 
neur's profit, high salaries, be considered as deductions from 
the total product, and if only the remainder goes as wages 
to the laborers, then the quotient for these latter of course 
becomes still smaller. And even in a socialist organization, 
where no such deductions are to be made, and the whole 
product is to be divided on some scheme or other among the 
total population, the quotient remains still a decreasing one. 
Only if production shows a greater increase in the socialist 
state than in our present bourgeois state, — the " state of pri- 
vate capital," — only if the arts of production advance more 
rapidly, only if population, on the other hand, advances less 
rapidly, only then can the average condition of the indi- 
viduals be improved. But since a more favorable produc- 
tion and a greater advance in the arts are at least doubtful 
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in the socialist state, since, for obvious psychologic reasons, 
the increase of population is likely to be more rapid, the 
probability is that the condition of the individual could not 
possibly improve. This, of course, on the supposition that 
the excessive growth of rents, of interests, of entrepreneur's 
profit, in our present society, can and will be checked. To 
put it in another way, the socialist state, even if it succeed in 
getting a fair start, is likely to be wrecked on the problem of 
population. 

Consider the connection of the question of population with 
the most serious and difficult questions of social policy, and 
the conviction is forced on you that the " old dogmatism " 
has still some practical as well as scientific value. 



